Trends and developments IFDI in Canada has risen steadily over the past decade, with cross-border M&As driving the most recent upsurge, especially in the primary sector. Canada is one of the G-7 economies most open to inward FDI: slightly more than one-fifth of Canada's total assets are controlled by foreign companies. The ratio of the IFDI stock to the Canadian gross domestic product (GDP) was 34% in 2008, compared with, for example, a ratio of 37% for the United Kingdom. The impact of the global financial and economic crisis reduced IFDI in
Canadian M&A market strengthened in the third quarter of 2009, posting a 27% increase in deal value over the second quarter of 2009. (annex table 2 ). In addition to the improved Canadian business climate, reduced restrictions on inward FDI also contributed to the rise in M&A activity.
Country-level developments
IFDI in Canada is concentrated largely in the service sector (44%), followed by manufacturing (34%) and the primary sector (22%) (annex table 3). The manufacturing sector's share of the stock of inward FDI declined by 14 percentage points since 2000, due to a diversion of investments into the primary sector and, to a lesser extent, the service sector. Within manufacturing, the decline was most marked in the computer and electronics, transportation equipment, textiles, clothing, wood and paper industries. In the computer and electronics industry, Canada's IFDI stock in 2008 was lower than its 2000 level due to a post-2000 meltdown of asset values. In the primary sector, multinational enterprises (MNEs) typically invest in Canada's oil and gas and other mining industries. Cross border M&As boosted investment in 2007, driven by rising commodity prices.
Canada's IFDI stock comes overwhelmingly from developed countries. In 2008, these accounted for 92% of inward stock; however, this share was six percentage points below the 2000 level (annex table 4). Of this FDI, 58% came from the United States and 26% from European Union countries. Developing countries, on the other hand, accounted for only 5% of Canada's inward FDI stock in 2008, up from 2% in 2000. This growth is largely attributable to Brazil's growing investment in Canada. In more recent years, companies from Asia, particularly from China, and, to some extent from India, are acquiring Canadian companies especially in the resource sector.
The corporate players
Foreign affiliates are increasingly active in Canada. In 2007, 21% of assets and 29% of revenue in Canada were under foreign control. In 2007, about one-fifth of all foreigncontrolled assets in Canada were in the primary sector, a disproportionately large share compared to its contribution to Canada's GDP, increasingly concentrated in the oil and gas and other mining industries. The shares of these two industries in foreign controlled assets rose by almost four percentage points between 2000 and 2007. The share of foreign controlled assets in the manufacturing sector, in comparison, declined from 33% in 2000 to 25% in 2008. The share of foreign assets in the service sector has remained more or less constant at 18%, and is concentrated predominantly in the wholesale, retail, real estate, renting, and leasing industries.
A list of the top 20 largest foreign companies operating in Canada (ranked by revenue) is provided in annex table 5. Among them, two are operating in the energy (oil and gas) and the metals and mining industries; three in the automobile industry; two in computer services; and one in the IT service industry.
There were 60 mega-deals (value of US$ 1 billion or more) with a combined value of US$ 275 billion announced in 2007 alone, a record high in terms of both volume and value. Of the total value of announced deals that year, 78% was cross-border in nature; all of the ten largest deals had an international component. The value of foreign-led acquisitions, the largest of which was worth US$ 48 billion (BCE) (annex table 6), surpassed the acquisitions by Canadians in foreign countries by a 2-to-1 margin. The pace of cross-border M&A activity declined dramatically in 2008 however, falling to less than one-third of its 2007 value. The decline continued through the first quarter of 2009, but had begun to rebound by the third quarter of 2009.
Annex table 7 provides a list of greenfield investments in Canada over the past three years (2007) (2008) (2009) .
1 In 2008, greenfield investments occurred mainly in the insurance industry, followed by the retail service industry. In 2009, in contrast, greenfield investment targeted the oil, metal and energy industries.
Effects of the current global crisis
The negative impact of the global economic and financial crisis is visible in the precipitous drop in inward FDI flows in 2009. These were negative in the first half of 2009, as sales of assets by foreign investors were higher than incoming FDI. In the first quarter, FDI inflows into Canada were only US$ 743 million, while disinvestment amounted to US$ 1.1 billon in the second quarter. FDI inflows rose to US$ 19.3 billion by the end of 2009, but flows were still less than half the level attained in 2008, which in turn was less than in 2007 (annex table 1).
The fourth quarter of 2009 was the third consecutive quarter in which the Canadian M&A market expanded, ending a volatile year on a positive note and possibly indicating that financial markets have stabilized.
2 Strong M&A activity in the third quarter reflected a continued improvement in a number of market fundamentals, including the financing conditions for buyers, buyers' confidence, and company valuations.
3 The third quarter's largest and second largest M&As included China's Investment Corporation's investment in Teck Resources Ltd. and the US$ 1.5 billion takeover of Eldorado Gold Corp. by Australia-based Sino Gold Mining Ltd. The largest inward cross border M&A in the fourth quarter of 2009 was Korean National Oil Corporation's US$ 4.1 billion acquisition of Calgary-based Harvest Energy Trust. Despite the improvements in M&A markets over 1 Data on shares acquired and the transaction value are not available as they are confidential 2 Crosbie, "M&A quarterly report-Q4/09", available at: http://www.crosbieco.com/pdf/ma/MA_Q409.pdf 3 Ibid. the second half of 2009, M&A activity remains well below the levels experienced prior to the global financial crisis and recession.
4 Consistent with the historical trends, the total number of acquisitions made by Canadian companies abroad exceeded the number of foreign takeovers of Canadian companies by a margin of 2.2 to 1.
The policy scene
Non-Canadians who acquire control of an existing Canadian business or who intend to establish a new Canadian business must comply with the Investment Canada Act (ICA). Canada has historically had relatively high regulatory barriers to inward FDI among developed economies, including in services such as banking. However, through recent amendments to the ICA, the Canadian Government has revised its approach to foreign investment regulation to create a more liberal regime aimed at increasing its share of IFDI not just from traditional sources, such as the United States, but also from emerging markets, especially Brazil, Russia, India, and China.
5 Review thresholds will be increased significantly, reducing the number of investments subject to a review. Nevertheless, Canada continues to rely on sector-specific restrictions and its powers to review sovereign investments and any other foreign investments with the potential to threaten national security. In particular, when guidelines were introduced in 2007, the ICA did not include a national security review power. However, the recent amendments have added a stand-alone national security review test to the ICA. This test is separate from the net benefit test that is generally applicable to reviewable investments under the ICA, and applies to a much broader range of proposed transactions. The national security test subjects investments that "impair or threaten to impair national security" to Ministerial and potentially Cabinet review, though no definition of what constitutes "national security" is given in the ICA or the regulations made thereto. 6 However, it is possible that investments impacting Canada's sovereignty, national defense and potentially strategic sectors of the economy (such as natural resources), and investments by state-owned enterprises may be considered under the national security test. Concerns have been raised that the test has the potential to be used as a tool for protectionism, given the high level of discretion provided to the Government. However, to date there has been no action taken to substantiate this concern.
Conclusions
Canada's sound macro environment (including its fiscal, monetary and tax policies), its efforts to stimulate economic growth and open its borders to inward FDI, an improved business climate, and a favorable natural resource endowment all contributed to the large increase in FDI in Canada over the past 20 years. Like other developed countries, crossborder M&As into Canada, and hence inward FDI flows, were hit hard by the financial crisis and recession. The outlook for inward FDI in 2010 and beyond looks promising because of the expected expansion of the Canadian and other economies, the improved situation in global financial markets and increased demand for resources. Canada still has higher barriers to inward FDI compared to many developed countries in key services industries. Any progress on this front would be expected further to increase FDI in Canada.
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textile mills, (4) textile products, (5) clothing, (6) leather, (7) wood product, (8) paper, (9) petroleum and coal product manufacturing. Other manufacturing-group 2 includes eight NAICS 3-digit industries. They are: (1) plastics and rubber, (2) non-metallic mineral, (3) primary metal, (4) fabricated metal, (5) machinery, (6) electrical equipment, appliance and component, (7) furniture related and (8) 
